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manufacturers, including SMMs. To stay in 

business, SMMs have to offer value to their 

customers that low-cost overseas competi

tors cannot match, such as proprietary, 

high-technology products; a willingness to 

customize; extraordinary service and parts 

support; short production runs; and fast 

turnaround time. These trend lines make 

clear that the performance of all of U.S. 

manufacturing is tied more than ever to the 

success of SMMs. 

This report is also addressed in part to 

SMMs, with our hope that some of the 15 best 

practices shared here will strengthen their 

John Engler 

President and CEO 

National Association of Manufacturers 

business plans. Ultimately, SMM entrepre

neurs take responsibility for their own 

success; and it is their inventiveness, dedi

cation and daring that have helped make 

the U.S. economy the vibrant powerhouse 

that it is today. 

Our report is written primarily for policy-

makers who may not appreciate the contri

butions and challenges faced by SMMs in 

their own states. Elected officials who want 

to see their SMMs prosper should heed the 

recommendations for better public policy 

discussed in this report. 

Jerry Jasinowski 

President 

The Manufacturing Institute 
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Executive Summary
 

W 
hile small and medium manufacturers 

(SMMs) in the United States are being 

challenged as never before, they continue to 

make a vital contribution to the U.S. economy 

and exhibit numerous competitive strengths. 

This report identifies 15 best practices that 

are followed by successful SMMs. 

The SMM profile: small manufacturers 

are companies with fewer than 500 employees 

and medium-size manufacturers are those 

with fewer than 2,500 employees. While 

leading SMMs keep abreast of current legal, 

legislative, regulatory and other policy issues, 

they take responsibility for their own success 

in efforts to differentiate themselves and 

achieve competitive advantage in today’s 

global economy. They — 

•	 number more than 296,000; 

•	 represent more than 99 percent of 

the nation’s manufacturers; 

•	 account for 40 percent of the value 

of U.S. production; 

•	 employ more than 8 million men 

and women; 

•	 increasingly export: 95 percent of all 

manufacturers that export are SMMs, 

responsible for 15 percent of the nation’s 

manufactured goods exports. 

SMMs, almost all privately owned, have 

important competitive strengths. They are 

close to the customer, responsive, flexible, 

innovative and entrepreneurial. As such, 

they offer attractive career opportunities for 

bright, ambitious employees who, in turn, 

reinforce their competitive strengths. 

External challenges for SMMs in the 

United States today include: 

•	 evolving technology; 

•	 changing customer demands; 

•	 competing in the global marketplace; 

•	 high costs, especially energy and 

health care; 

•	 educational and skill deficiencies at all 

levels from engineers and scientists to 

factory employees. 

While the United States remains the world’s 

leading innovator in terms of research and 

development and patents granted, other fast-

growing economies are catching up, partly 

because more of their students are earning 

degrees in math, science and engineering. 

The combination of high energy and health 

care costs, retirement benefits, tort litigation 

costs, regulatory compliance costs and taxes 

add more than 22 percent to U.S. manufac

turers’ unit labor costs compared to our 

principal foreign competitors, and SMMs are 

hit disproportionately hard by these costs. 

As foreign competitors, particularly from 

China, continue to drive world prices down 

and structural costs continue to increase, 

SMMs are suffering a profit squeeze. 

SMMs also face a range of internal 

management challenges. Working with 

finite financial and human resources, prin

cipals of SMMs are constantly prioritizing 

among managerial challenges. While run

ning day-to-day operations, the SMM owner 

or manager is also looking to the longer term, 

defining the company’s competitive niche 

in terms of product and marketing strategy, 

developing export markets, keeping abreast 

of technology, choosing among capital 

investment opportunities, reducing waste 

through lean manufacturing techniques 

and demonstrating quality management 

through ISO certification. 

Among the NAM’s current policy priori

ties most relevant to SMMs are: 

•	 increasing offshore natural gas develop

ment to relieve supply shortages and 

price increases; 

•	 providing fuel flexibility during high 

energy seasons; 
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•	 finding qualified employees to replace 

high-skilled retiring employees; 

•	 reining in health care costs; 

•	 obtaining market-determined exchange 

rates; 

•	 reducing the trade-distorting effects of 

high overseas tariffs and differing tech

nical standards and testing; 

•	 fostering adequate intellectual property 

protection; 

•	 improving the nation’s legal system; 

•	 making recently enacted tax relief per

manent, including estate tax repeal and 

lower tax rates. 

Leading SMMs are moving toward defined 

contribution approaches such as Health 

Savings Accounts and Health Reimbursement 

Arrangements to contain their health care 

expenses. The NAM supports legislation to 

curtail frivolous lawsuits and to establish a 

privately sourced trust fund to rein in 

asbestos litigation. Public funding for work

force development in community colleges and 

technical schools and business-education 

partnerships represent a joint government-

business effort to narrow the skills gap. 

Through a recently established Office of 

Manufacturing and Services, the Department 

of Commerce has taken numerous initiatives 

to coordinate various government agency 

regulations relevant to manufacturers. The 

report includes an insightful interview with 

the first assistant secretary for manufactur

ing and services, Al Frink. 

SMMs are taking advantage of Commerce 

Department services for exporters, consult

ing Manufacturing Extension Partnerships 

(MEPs) on a full range of business manage

ment and technical issues, and Small Busi

ness Administration loan and R&D funding 

programs, while becoming involved in local 

Workforce Investment Boards to ensure that 

Department of Labor employment and job 

training programs are meeting their needs. 

The appendix to this report is an SMM guide 

to many of these government resources. 

8 



The Future Success of Small and Medium Manufacturers: Challenges and Policy Issues 

The 15 Best Practices of Today’s SMMs
 

W 
hile there are many best practices 

followed by leading SMMs, there are 

15 characteristics that are key to success in 

today’s global market: 

1.	 Stay in touch with customers, talk to them 

about their needs and look to them for 

new product ideas. 

2.	 Differentiate products and services to 

better define and develop a competitive 

advantage. 

3.	 Devote the necessary time and energy to 

marketing; develop a distinctive product 

and marketing strategy; expand and 

diversify your customer base. 

4.	 Go global. Develop export markets. 

5.	 Ensure that your activity-based cost 

system is helping your company contain 

cost increases, focus on which activities 

are consuming the most resources and 

highlight non-value added activities. 

6.	 Look for a long-term relationship with 

a banker who is willing to take the time 

and effort to understand your company. 

7.	 Invest at least 3 percent of your payroll 

in employee training; get involved with 

Workforce Investment Boards (WIBs), 

government-sponsored training pro

grams and local educational institutions 

such as community colleges that offer 

training in manufacturing skills. 

8.	 Explore how experts from a Manufactur

ing Extension Partnership (MEP) center 

can help you with your business. 

9.	 Appoint a majority of outsiders with 

relevant and diversified business expe

rience to your board of directors or board 

of advisers; look to those outside direc

tors or advisers for opinions and advice; 

welcome their challenge. 

10. Develop a plan for management succes

sion. Start estate planning early and 

continually keep abreast of estate tax laws 

and regulations. 

11. Monitor your company’s viability and 

competitiveness on a daily, weekly and 

monthly basis with a set of key perform

ance indicators (KPIs) tailored to your 

company’s particular business challenges. 

12. Weigh both quantitative and qualitative 

factors in making capital investment 

decisions. Strike a balance between 

staying on top of technology and making 

investments you can’t afford; no company 

has unlimited resources. 

13. Constantly look for opportunities to 

delegate, to empower your employees at 

all levels and to create the corporate cul

ture for a high-performance workplace. 

14. Speak out to your government represen

tatives at the federal, state and local levels. 

15. Stay abreast of legislative, regulatory and 

policy developments through the general 

media, business publications, and indus

try, trade and professional organizations 

such as the NAM (www.nam.org). 
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